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CHILE: KEY ECONOMIC INDICATORS 


All values in US$ millions and represent 1980 1979-80 
period totals unless otherwise indicated 1978 1979 Prelim- % 


inary change 


EXCHANGE RATE AND DOMESTIC PRICES ay 
Exchange rate (Ch$ per USS) 39.00 39.00 0.0 
Consumer Price Index ‘ 138.90 182.29 31.2 


NATIONAL ACCOUNTS 
GDP at market prices in millions of 

1980 US$. 2/ ‘ 22 ,569. 24 036.3 
GDP per capita in 1980 US$ : 2,067. 2,164.6 
Fixed capital investment ratio : ; 17.9 


EMPLOYMENT AND WAGES 

Employment (thous. persons in Santiago) ‘ ‘ 1,197.4 
Unemployment (% Santiago) ‘ i 14.7 
Real Wage index ‘ ‘ 117.4 


MONEY AND. INTEREST RATE 
Money supply (M1, millions Ch$) ‘ war. 75,039.0 
Real interest (30-day bank lending %/yr.) ‘ ; 11.9 


PRODUCTION 
Industrial Production Index 
Copper (thousands metric tons) 


Copper (nominal US$/1b. LME) 
Electricity generated (millions Kwh) 
Cement (thousand metric tons) 


EXTERNAL ACCOUNTS 
Balance of Payments 

Net official reserves 
Total foreign debt 

Publ {jc/guaranteed debt 
Annual debt service 3/ 
Exports Goods and Services 
Debt service ratio % 4/ 
Current Account deficit 
Financial gap 5/ 
Exports (Goods FOB) 

% to US 

Imports (Goods CIF) 

% from US 

Trade deficit (Goods) 
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1/ End of year values. 

2/ IMF 1979 dollar figure adjusted by inflation and growth rate. 

3/ Excluding prepayments. 

q/ Ratio of annual payments on total foreign debt to exports of goods and services 
(excludes prepayments). 


5/ Amortization payments on total foreign debt plus current account balance. 





OVERVIEW 


Though not unscathed by a lackluster global economic performance, the 
Chilean economy demonstrated resilience and growth in 1980. While 
economic growth in the OECD countries was estimated at 1 percent for 
the year and is expected to be about the same during 1981, Chilean GDP 
grew by 6.5 percent in real terms. This also compares favorably with a 
5.3 percent average for Latin America, Stagnation in the industrial 
world can be attributed to persistent inflation and restrictive monetary 
and fiscal policies aimed at curbing it. In Chile,progress toward 
reducing inflation has been marked. Although still high, the rate of 
increase in the CP] declined from 38.9 percent in 1979 to 31.2 percent 
in 1980, Similarly, Chile's high rate of unemployment is declining; the 
rate for greater Santiago fell to 10.7 percent by the end of the year. 


Higher of] prices are also part of the world economic problem. The non- 
OPEC LDC's were confronted with a $35 billion increase in their oi] 
import bil] in 1980, pushing up their current account deficit to an 
estimated $50 billion. Chile accounts for a considerable $1.6 billion 

of that LDC deficit, but financing has not been a problem. Chile's net 
$2.8 billion foreign capital inflow has been sufficient both to cover 

the deficit and to increase official reserves by $1.2 billion during 
1980. Moreover, Chile is fortunate in that the cost of petroleum imports 
represents a less serious resource drain, Thanks to a world market 
pricing policy, petroleum consumption rose less than one percent during 
1980, in the face of much higher economic growth. In addition, petroleum 
self-sufficiency averaged 36.3 percent of consumption, up from 24 percent 
the year before, thus limiting of] imports to $814.7 million, a negligible 
0.4 percent increase, despite a 3] percent rise in unit value. 


Despite what, in contrast, appears to be a good performance, Chile was 
not unaffected by the world economic slump. The 6.5 percent rise in GDP 
fell below the 8,2 percent rate of growth achieved in 1979, and 1981 
could be s]ightly lower still, . Fina] figures on the national accounts 

_ probably will also show that real exports, as a final demand category, 
rose only modestly, certainly in comparison to the 12.1 percent increase 
of 1979. In addition to the international depressants, short-term 
economic growth was slowed by the structural changes still occurring in 
the economy, particularly in manufacturing, agriculture and the public 
sector; by continued fiscal] austerity as exemplified by the budget 
surplus; by capacity, constraints caused by inadequate investment; and 
by the effect of adyerse weather on agricultural production. 


NATIONAL ACCOUNTS 


The preliminary estimate of Chile's economic growth during 1980, a 6.5 
percent rise in gross domestic product, compares favorably with the 
average 3.7 percent rate experienced during the period 1950-73. The 
current estimate is derived from a major revision of Chile's national 
accounts conforming to the format of the United Nations system of national 
accounts. 





The 1980 national accounts are stil] preliminary and incomplete but the 
sectoral origin of output is available, permitting a selective examination 
of the composition of GDP and the sectoral contributions to growth. 


TABLE | 


1980 Gross Domestic Product 
by Sector of Origin 


Rate of Percent 
Sector Growth of GDP 

Agriculture & Forestry 7 
Commerce : 17 
Other Services ; 30 
Construction : 5 
0 

] 
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Fishing : 
Manufacturing ‘ 2 
Mining & Extraction 
Residual (Utilities, 
Transportation, Communi- 
’ 9.3 


cations, & Adjustments) N.C ; 
GDP 6.5 100 


The large commercial sector is thriving under the current economic 
policy and, accordingly, was a growth leader again in 1980 as it has 
been since 1977. The broad ''other services'' category encompasses a 
number of service sectors ranging from finance--the economy's most 
rapidly growing subsector--to government administration positioned at 
the other end of the growth spectrum, thanks to the effort to curb the 
expansion of the public sector. Also included in the other services 
aggregation is the health services sector which has experienced slow 
growth in recent years but which may move ahead in the future as changes 
in public health policies and social security reform stimulate private 
health services. The construction sector, experiencing rapid growth 
under the stimulus of declining interest rates, has almost completed its 
recovery to output levels reached prior to the years of economic shock. 
Construction should continue growing more rapidly than the economy as a 
whole, especially if Chile is to eliminate its housing shortage, but 
supply constraints could cut the high growth rates of the past two years 
once the recovery is completed in 1981. In general, for the next few 
years, Chile's economic development is likely to proceed with above 
average growth jin the basically non-tradeable sectors like construction, 
commerce and other services. 


Manufacturing, by expanding only 5 percent, but still accounting for a 
hefty 21 percent of GDP, was a retarding influence on the economy in 

1980.. This sector is still undergoing an inevitable restructuring under 
the open (free-trade) economic model. Fishing, a relatively small but 
dynamic sector, will continue to expand in relative share of total 

output as it did during 1980. Agriculture and forestry, also sectors 

with dynamic potential, performed poorly in 1980, Agriculture is also 
still in transition jn that traditional field crops are being substituted 





by more lucrative crops for export--mainly deciduous fruits which are 
still in a gestation period--and livestock. Nevertheless, the sluggish 
traditional component still occupies more than half the country's arable 
land area and accounts for the largest but declining share of agricultural 
output. Moreover, adverse weather affected 1980 production of field 
crops. The export oriented forestry component of the agricultural 
sector is threatened by the economic slowdown outside the country, 
particularly in the construction industry, but nevertheless has long- 
term potential. The mining sector is Chile's characteristic export 
sector. Despite the country's favorable mineral resource endowment, the 
sector--possibly excepting the petroleum component--is not expected to 
be a growth leader in the future. 


National income account details for final demand categories (destination 
of gross domestic product) have also been revised back to 1974 but, 
except for investment, the 1980 figures have not yet been calculated. 

|t is noteworthy that the investment data have been revised upward 
principally because of the new procedure of evaluating private sector 
construction at market prices rather than at the declared prices on 
construction permits. As a result the historical estimates for Chile's 
traditionally low investment to GDP ratios have been increased. According 
to the preliminary estimate available for 1980, investment spurted 22.2 
percent during the year and now accounts for 17.9 percent of GDP. The 
ratio is stil] low in comparison with a Latin American average over 20 
percent. Government spokesmen, however, while not denying the need for 
increased investment, emphasize the greater economic efficiency of 
investment undertaken primarily by the private sector in. an open economy. 


INFLATION 


Historically, the principal source of Chilean inflation has been excessive 
monetary emission, resu]ting from the manner of financing the government's 
chronic deficit, Under the open economic model, however, the government 
has foregone al] but short-term influence over money supply. At the 

same time, it has converted fiscal deficits into surpluses. During 

1980, the fight against inflation continued to be the focus of discretionary 
economic policy, The bedrock of the government's effort to bring inflation 
down, at least to international levels, is: (a) the maintenance of a 

fixed exchange rate, and (b) fisca] stringency, characterized by the 

budget surplus. According to government economic authorities, persistent 
application of an anti-inflationary policy will curb both inflation and 
inflationary expectations, ; 


Officially measured by the Consumer Price Index (CPI), inflation declined 
to 3].2° percent in 1980--a mixed performance: better than 1979 but 
considerably above the 20-25 percent predicted at the start of the year. 
Much of the unanticipated severity of domestic Chilean inflation can be 
traced to higher international inflation. 


Although international inflation is estimated at 13-15 percent for 1980, 
the rate that pertains to Chile appears to be substantially higher. 
Chile's import and export prices rose an estimated 20-25 percent during 
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the year. In a small, open economy, price movements in al] tradeable 
goods, whether or not they actually enter into international trade, are 
determined basically by international] factors. On this basis Central 
Bank studies attribute the major portion of Chilean inflation to inter- 
national inflationary pressures, 


With the major Western economies pursuing generally restrictive economic 
policies, there should be some weakening of international inflationary 
pressure in the future. This would favorably affect Chile's domestic 
inflation rate, The possibility of additional steep rises in energy 
prices, of course, casts a shadow over the degree of optimism. 


The domestic contribution to total Chilean inflation stems from rising 
price levels for non-tradeable goods and services, [t js a common 
characteristic of a growing/maturing economy, that price levels rise 
more rapidly in non-tradeable categories, typically services, as the 
demand in these sectors expands more rapidly than the economy as a 
whole, Since money growth jis substantially accommodative by virtue of 
the international financial opening of the Chilean economy, short of 
exchange rate changes, jit appears difficult for Chile to eliminate its 
own incremental contribution to overa]! domestic inflation while the 
economy fs still growing and changing rapidly. 


The already substantial diminution of inflation at the wholesale price 
level, howeyer, augurs well for the near future, The rate of change in 

the wholesale price index, which for many years increased more rapidly 

than the CPl--in fact so much so as to raise reasonable skepticism as to 
the accuracy of the lower figures--has now fallen below the rate of 
increase in consumer prices. Consumer price movements generally lag 

some three months behind tendencies in wholesale prices. If this relation- 
ship prevails the lower wholesale price inflation suggests dampened 
consumer price inflation early [n 1981, Current projections are for an 
annual price increase of 20-24 percent in 1981, 


EMPLOYMENT AND REMUNERATION 


Emp loyment/Unemployment, According to University of Chile survey data, 
unemployment declined again in 1980 to 11.75 percent from the previous 
year's 13,55 percent, A decline experienced at mid-year seems to have 
originated in a Jower rate of unemployment among new entrants to the 
labor force, This was largely a reflection of the government's liberali- 
zation of eligibility requirements for its Minimum Employment Program. 
The decline reported in December, to 10,7 percent, was a more auspicious 
deyelopment reflecting new job creations, During the year an estimated 
98,000 new jobs were created in Santiago. Employment expanded most 
rapidly in the construction, service and commerce sectors. 


During 1980 the University of Chile initiated nationwide employment 

surveys which now permit comparison with the Santiago data, The slight 

rise measured jn the national] unemployment rate from March through 

September stems from seasonal unemployment in rural areas. Discounting 

this seasona] factor, the underlying national rate would have declined. 
Taking this into account, the national rate of unemployment is approximately 
the same as that of Santiago. In the absence of the Minimum Employment 
Program, however, it probably would be higher. 





The current rate of unemployment in Chile reflects a tremendous improve- 
ment over the 20 percent rate reached during the bleakest periods of 
1975-76. In early 1981 the rate continued to decline, below 10 percent. 
Optimistic sources predict the rate may average a still lower 9 percent 
for the year and expect it to creep down to 6-7 percent by 1986. Never- 
theless, the slowness of jts descent and the persistence of what is 

stil] an historically high rate of unemployment have been disappointing. 
Chilean economic authorities are convinced, however, that the appropriate 
cure for the employment problem is an economic environment conducive to 
long-term growth which will provide ever greater employment opportunities. 
Nevertheless, several palliative employment measures have been undertaken 
on a small scale, 


Remuneration. Wages and salaries continue rising substantially in real 
terms. According to official surveys, average real wages and salaries 
rose 8,6 percent from 1979 to 1980, By December 1980, real wages and 
salaries--deflated by the consumer price index, taking into account 
several] unofficial adjustments for fits underestimation of inflation--had 
more than doubled from the abysmal low of 1973 but were still 5 percent 
below the average for 1970. Wages and salaries will continue rising in 
real terms during 1981, finally filling the gap left by a difficult 
decade, but the rate of fincrease may taper off. 


GOVERNMENT AND PUBLIC POLICY 


In the. opinion of public officials, two of the more important economic 
developments in recent years have been balancing the government budget 
and exercising tighter contro] over public expenditures. This has 
permitted a notable deceleration in inflation and, by extension, better 
overal] economic performance. For the second year running, the fiscal 
budget was in surplus in 1980, Terminating subsidies to state business 
enterprises, forcing them to operate on a competitive footing, has 
represented a significant step towards curtailing government expendi- 
tures. Greater fiscal responsibility has freed government resources for 
rising social expenditures, tax rate reductions and the privatization of 
the socia] security pension system, 


A very major reduction in the role of the government, will result from 
the social security reform decreed in late 1980 to become effective in 
May 1981. The complex social security system was an area inviting 

reform particularly by a government trying to establish a grip on 
spending, The existing system has been operating on a receipts plus 
subsidy basis without adequate capitalization for an estimated $11 
billion in future claims upon it, In a sweeping reform, the government 
has attempted to more closely link socia] security benefits with payments 
into the system and also to relieve employers of the responsibility for 
contributions on behalf of employees, The latter is also viewed as a 
measyre to encourage employment; it could also reduce Social Security 

tax evasion. More significantly, however, in the process of the reform, 
the government has provided for the privatization and individual capitalization 
of the pensjon system, a move which wil] substantially further reduce 

the government's role in the economy and, over time, significantly 

affect the domestic financial sector, perhaps providing a major source 

of additional funds for private capital formation. 





The past year witnessed the approval by national plebiscite of the 
Constitution under which Chile will be governed commencing March 11, 
1981. The new document includes a number of essentially economic 

rights and provisions whose specification is notable in view of their 
absence or disregard in the past. These are directed toward protecting 
the individual from abuse in the. exercise of economic power by the state 
and therefore, according to its proponents, would tend to sustain the 
type of economic system most compatible with individual political 

liberty, Such economic rights include: the right to private property 
along with just and timely (real cash) compensation if it is expropriated 
for the common good; and freedom of association and of work without 
requirement of association. The latter two rights were applied to labor 
matters by the 979 Labor Law, Since then the government has extended 
the concept to professional associations, eliminating their monopoly 
privileges such as minimum fee setting, licensing and requiring affiliation 
as a prerequisite to entering into practice. 


The Constitution imposes an important discipline on public spending by 
constraining future governments' ability to incur debt. A government 
may borrow with Congressional approval only for specific projects, 

having indicated the source of borrowed funds and the means of servicing 
the debt, If the debt contracted js to extend beyond the current presi- 
dential] term, Congressional approval must be achieved by an absolute 
majority of a]] representatives, not just those in attendance. Moreover, 


the government may not obtain credit either directly or indirectly from 
the Centra] Bank, Thus a formerly much abused source of inflationary 
deficit financing has been precluded. 


MONETARY AND FINANCIAL 


Money and Finance, Foreign currency conversion jis now the major source 
of both monetary emissfon (increase in the monetary base) and money 
growth because, while maintaining a contractionary domestic credit 
policy, the monetary authorities have opened up the financial sector to 
the international] capita] market, This increased international financial 
exposure has been achieved by reducing barriers to the inflow of foreign 
capital and by increasing the convertibility of the peso. Principally 
as a result of the financial liberalization achieved through these 
measures, the ChiJean monetary authorities have surrendered all but 
short-term contro] over the size of the money supply. Money supply 
accommodates money demand. Within the context of Chile's relatively 
open financial] market, coupled with the fixed exchange rate, demand for 
money not satisfied through domestic sources of money growth will be ac- 
commodated by converting a balance of payments surplus into pesos at the 
Central Bank, Under such conditions, although the monetary authority 
ultimately does not control] the quantity of the money supplied, it can 
influence how a given level of money demand will be accommodated. Thus, 
for example, a contractionary domestic credit policy such as that pursued 
by the Chilean Central Bank would require a greater inflow of foreign 
capita], consequently providing a greater accumulation of international 
reseryes, 





Through 1978 the GOC pursued an eclectic, perhaps even experimental, 
policy, at times widening and then narrowing the financial aperture as 
conditions warranted, Since 1979, however, the financial sector has 
been progressively opened with first the reduction and then the elimina- 
tion of limits on the external indebtedness of commercial banks, and 
with the reduction of restrictions on the monthly rate of disbursements 
of foreign credits by banks, At the beginning of the second quarter of 
1980,the Jimit on the monthly rate.of foreign credit disbursements under 
Article 14 of the Foreign Exchange Law was also finally eliminated. 


Inasmuch as most of the financial liberalization applies to inflows 
while capita] outflows remain controlled, the opening of the financial 
sector has been somewhat asymmetric, a factor that tends to be over- 
looked, Moreover, short-term inflows are still restricted, reflecting 
the Central Bank's effort to affect the term structure of inflows. 
While this may ease international reserve management, it can create 
short-term credit crunches because the financial system's access to 
short-term funds is limited and banks may be reluctant to resort to 
longer term dollar borrowing to satisfy temporary surges in short-term 
credit demand, Nevertheless, the financial aperture of the Chilean 
economy fs one of the most important developments in the application of 
the open market mode], akin to the earlier freeing of trade through the 
drastic reduction of tariff barriers, Greater financial competition 
fostered by the opening promotes efficiency in the financial sector and 
reduces the potential for financial monopolization, 


An increase in the monetary multiplier, the second major source of money 
growth, permitted an expansion in bank Jending as wel] as a reduction in 
the fnterest rate spread (between bank borrowing and Jending rates). 

The money multiplier has. been rising steadily for several years as the 
reserve requirements on private sector deposits have been reduced. The 
greater reduction in such requirements during 1980, a measure necessary 
to maintain the competitiveness of domestic bank operations while exposing 
them to jnternational capita] markets, resulted in a correspondingly 
greater increase jn the multiplier. By the close of the year, legal 
reserye requirements on domestic currency deposits had been lowered to 
10 percent on demand deposits and 4 percent for other time and savings 
accounts, These same rates now also apply to deposits in foreign 
currencies, 


Banking was not the only component of the financial sector expanding in 
1980, Recent years have witnessed booming development (in size and 
sophistication) of corporate finance and institutional] investment: 
mutual funds, insurance and investment companies, which has stimulated 
stock and bond markets. The non-banking component of the financial 
sector fs stil] relatively smal] but has favorable prospects for con- 
tinued substantial growth, partjcularly with the stimulus of social 
security reform, 





Interest Rates. The continuing decline in real lending rates is a key 
factor behind the rapid expansion of credit within the financial system. 
During 1980 the real cost of credit fell an average 16.8 percent on 

short term peso based lending, and by more for longer term credit. The 
increasing availability of long term credit (12 years) was an important 
development in itself during the year. This has stimulated the expansion 
of housing construction, in particular, In general there was a corresponding 
decline in interest rates paid on domestic deposits, although not on 
thirty day accounts where rates increased slightly in real terms. This 
phenomenon may be attributable to the limitations remaining on the 

degree of openness of the economy to international capital flows. 
Statutory regulations still restrict the inflow of short term capital as 
wel] as the free outflow of capital. In the absence of Central Bank 
interyention, this permits short term liquidity squeezes which affect 
average short term interest rates, 


The international opening of the financial market and the reduction in 
the cost of intermediation are the two factors that best explains the 
general interest rate decline, Widening the financial aperture increased 
access to foreign funds, thus exposing the economy to international 
interest rates as the principal determinants of domestic rates. Lower 
international than Chilean interest rates plus the differential between 
domestic and internationa] rates of inflation, coupled with the fixed 
exchange rate, haye kept foreign borrowing cheaper in real terms, thus 
inducing borrowers to utilize heavily this less costly source of funds. 
At the same time, the spreads between bank deposit and lending rates 
have been declining. This reflects reduced costs of financial inter- 
mediation, resulting from the reductions in legal reserve requirements 
on deposits as wel] as competition and greater efficiency within the 
sector jtself. 


EXTERNAL SECTOR 


Merchandise Trade. As measured by export shipments and import registra- 
tions, Chile's mechandise trade with the world was valued at $10.64 
billion in 1980, rising 33.3 percent in nominal terms over the $7.98 
billion recorded for 1979. This Included $4.82 billion in exports, up 
28,0 percent over the previous year's value, and $5.82 billion in 
imports, up 38.0 percent. While the 33.3 percent rise in the combined 
total of Chile's international trade reflected a slowdown over the 
nominal rate of growth experienced jin 1979, combined export and import 
trade with the United States grew more than twice as rapidly as in 1979 
and accounted for 20,4 percent of Chile's total merchandise trade. 


Copper remains the major Chilean export by far, but has been declining 

as a percentage of the total. The copper share dropped further to 45.7 
percent in 1980 in contrast with 82.2 percent in 1973. In value terms 
copper exports increased 22.3 percent, partly a result of world prices 
rising 10 percent and partly a reflection of increased shipments and a 
change in unit value added through processing--production was practically 
unchanged, The value of other traditional exports (iron-ore, nitrates, 





iodine, molybdenum, cellulose, paper, cardboard and fishmeal), increased 
32.8 percent. Non-traditional exports as a group increased 33.6 percent 
and therefore continued rising as a percentage--now 33.8 percent--of the 
total, Major items contributing to this favorable performance were: 
non-traditional minerals which as a class rose 164.3 percent in value to 
$243 million, including a $102.6 million increase in precious metals; 
fresh fruits up 36,8 percent to $168.7 million; fresh fish up 45.2 
percent to $41.1 million; and wood up 73.8 percent to $286.2 million. 
The 21.2 percent rise (to $1.05 billion) in non-traditional industrial 
exports as a group, however, actually was less than the 34.1] percent 
rise (to $513.1 million) recorded for traditional industrial exports. 


Although data is not yet available, one source estimates the rise in the 
price index for exports at roughly 20 percent. Adjusted for such a 

price, increase, merchandise export shipments may have increased roughly 
by 7 percent in real terms, The potential] for improving this performance 
lies jn the already important mining, agriculture, fishing and forestry 
categories. In the mining sector, the volatile, now weak, copper price 
is a key determinant of the nominal value of exports. Pending invest- 
ment projects, however, demonstrate the potential for enormous increases 
in mineral exports later in the decade, Investments already made 
converting agricultural land to grapes, apples and other fruits soon to 
be produced promises continued growth in this export category, but Chile 
will haye,to overcome. traditional agricultural trade barriers in order 

to develop fully its potential as an off-season supplier to northern 
hemisphere markets, The substantially untapped potential of the country's 
forests--currently only 10 percent of the forestland yields 90 percent 

of wood exports--offers the promise of further export growth in the 
forest product category. In the short term, however, the sector is 
experiencing some difficulty maintaining its international markets 
because of the depressed world economy and the Iran-Iraq war in the 
Middle East. Chile's still unevenly exploited fishery resources similarly 
are likely to contribute more to future export growth. 


As an economic category, imports have probably been the most affected by 
Chile's free market policy, thanks to the reduction to 10 percent of its 
once virtually exclusionary tariff barriers. During 1980 merchandise 
import registrations rose 38 percent in comparison to a 40 percent rise 
during 1979. Discounted for price increases--including an estimated 23 
percent unit value rise in 1980--the quantity of imports rose about 12 
percent in 1980, lower than the 17,7 percent rise during the previous 
year of more rapid economic growth. This represented Chile's stimulus 
to the sluggish economies of its principal suppliers, including the U.S. 
whose nominal exports to Chile increased 65.8 percent, raising our 
market share of Chilean imports from 22,6 to 27.2 percent. 


Consumer goods imports continue to expand most rapidly, registering a 
75.2 percent increase in value for 1980, followed by capital goods at 
38.7 percent and primary-intermediate goods, the largest category, at 25 
percent. Processed food products, accounting for 28 percent of consumer 
goods imports, experienced almost a 150 percent increase. Primary food 





imports also boomed thanks in large part to increases of 50 percent in 
wheat and 160 percent in corn products. These sharp increases jn food 
importation pose serious competition for high cost domestic production 

of traditional products and are therefore reinforcing the transformation 
of the agricultural sector to the more lucrative areas of Chile's compar- 
ative advantage, Rising import competition in categories such as textiles 
and shoes, chemicals and plastics, and various manufactured metal products, 
is also affecting the structure of domestic industrial expansion. 
Noteworthy in this respect, however, is the fact that while presenting 
stiff competition for domestic producers the rising levels of consumer 
goods imports, including automobiles, are making available to more and 
more Chileans. better products at more reasonable prices. This, of 
course, has important implications for the level of political content- 
ment with the current regime, 


Within the. $1,2 billion capital goods category, private sector imports 
rose 43.2 percent and account for $1.1] billion of the total, The rise 
in primary-intermediate goods [imports averaged a modest 25 percent, 
principally because the $959,5 million in fuels. and lubricants, almost 
one-third of the tota] category, rose only 8,0 percent. Almost all of 
that increase, was soft coal, Thanks to a world market pricing policy 
and rising self-sufficiency, crude petroleum imports increased only 0.4 
percent ($3.5 million) despite a 3] percent rise in Chile's average 
import price, 


Current Account Balance. On a balance of payments basis exports and 
imports can differ somewhat from shipments and registrations as is 
eyident jn Table ||, Being evaluated FOB, imports, in particular, are 
lower. Freight and insurance costs are reflected in net non-financial 
services, The net financial services category has risen substantially 

as a result of the nominal increase in Chile's external debt and a rise 
in the nominal interest rates paid on it, The net sum of goods, services 
and transfers, constituting the current account balance of payments, has 
been jin deficit for several years, In 1980, the current account deficit 
was $1,6 billion; much of the more than $400 million increase over 1979 
was attributable to rapidly rising consumer goods imports. 


The deficit, financed principally by foreign borrowing of the private 
sector, represents Chile's net savings from abroad, In 1980 it ac- 
counted for almost 40 percent of total savings, The Central Bank projects 
the current account deficit to rise to $2,24 billion in 1981, This is 
attributed to another year of imports increasing more rapidly than 
exports, plus higher debt servicing requirements. 


Capital Accounts, The evolution of the capital account relates the 

story of Chile's economic changes. Thanks to the open economic policy 
and fayorable economic conditions, foreign capital, principally loans, 
has been increasingly available at better terms, Flows to the private 
sector comprise the overwhelming portion of the total, Fiscal discipline 
has permitted the government to reduce its role to the extent that 
official borrowing has become only a minor determinant of net capital 





inflows. At the same time government guarantees are seldom employed to 
back private sector borrowing (though their use has risen slightly). 


During 1980 official borrowing accounted for only $219 million of net 
autonomous capital flows. Net private flows under Article 14 of the 
Foreign Exchange Law rose to $1.86 billion from $964 million in the 
previous year, These figures include medium to long-term lending net of 
amortizations plus minor net flows of non-credit capital (not considered 
direct investment). Foreign direct investment plus short-term capital 
flows, mostly trade financing, account for most of the remainder of net 
private capital flows. Totaled up, net capital flows both private and 
public, amounting to $2.8 billion in 1980, were more than adequate to 
finance the $1.6 billion current account deficit and thus permitted a 
$1.2 billion net accumulation of international reserves. Official 
international reserves amounted to a total of $4 billion (net $3 billion) 
by the end of 1980. 


TABLE II 


BALANCE OF PAYMENTS 
(Thousands of Dollars) 


1979 1980 1981* 


Current Account -1,189 -1,597 -2,400 


1. Commercial Balance - 355 - 420 - 940 
Exports.... a Seiu cee Pea die baat 4 722 5,300 
Imports..., Mina teak e's -5,142 -6,240 

2. Net Non-Financial Services.,. ~ ie -~ 390 

3. Net Financial Services ~ -1,190 

4, Net Transfers : 100 120 


Net Autonomous Capital Movements 2,343 2,740 


Private es 2,124 
Official 219 


Net Short-Term Capital (Banking System) 468 
Allocation of SDRs 30 
Errors and Omissions 


Changes in Net International Reserves 
of Central Bank 


*Central Bank projections. 





External Debt. The widening current account deficit and the balance of 
payments surplus achieved through capital infiows sum up to mounting 
external indebtedness. In 1980 Chile's total external debt rose 32.8 
percent over its previous level to $11.239 billion. Most of the increase 
stems from private sector indebtedness which rose 73 percent from $3.57 
to $6,17 billion; very little is traditional (i.e. government or government 
guaranteed) external] indebtedness which rose only 3.6 percent to $5.07 
billion, On a comparative basis Chile is a high profile debtor both 
relatively and absolutely. It ranks among the top ten non-centrally 
planned developing economies in terms of the size of its external debt 
and may be the first in terms of debt per capita. When the comparison 

is made on the basis of debt as a percentage of gross domestic product 

or the debt service burden as a percentage of export earnings, Chile is 
still numbered among the top ten. 


Incontrovertibly, Chile has a conspicuous debt posture. However, 
attention might more accurately be focused on net indebtedness since 
much of the recent debt accumulation has been mirrored in a build-up of 
Chile's international reserves which reached $4,7 billion in 1980, 
Substracting total reserves, net indebtedness rose 15.3 percent in 
nominal terms in 1980 from $5.67 to $6.54 billion. At the same time 
exports rose 28 percent. 


Under the present economic scheme, there has been an increase in the 
country's preference for consumer imports, but this does not necessarily 
indicate that the country is not developing the potential to repay its 
debt, The increase in the nominal net debt supplements low domestic 
savings permitting more rapid development. Economic policy encourages 
this development in areas of the country's comparative advantage, 
permitting importation rather than misdirection of productive resources 
toward import substitution. 


Foreign Direct Investment. Since the enactment of Chile's Foreign 


Inyestment Law itn July of 1974, 655 individual ‘investment projects have 
been authorized, Although a number of plans have been cancelled subsequent 
to approval, 554 projects entailing $4.1 billion in direct foreign 
investment are still in planning or have already materialized. American 
interests account for 151 of these projects representing 80 percent of 
the authorized total value. The 169 new investment requests authorized 
in 1980 was a record high but the magnitude of this interest in dollar 
volume was down to $233 million. Actually the drop reflects the fact 
that the authorization of several unusually large minerals projects in 
recent years has somewhat distorted the foreign investment picture, Only 
23 of the 554 projects involve the mining sector, but these account for 
83,3 percent of the amount approved. 


Mineral projects account for 44.5 percent of total foreign investment 
actually materialized since 1979, but this represents only 11 percent of 
the $3.75 billion authorized for the minerals sector. Moreover, most of 
the investment in the sector has gone into preliminary phases of large 
projects still not fully committed to development. The question arising 





as to the cause of the delay in realizing mineral investments can be 
answered in part by their very nature, requiring the elapse of years 
from the exploratory stage through feasibility studies and ultimately to 
the development. In the meantime, of course, economic conditions and 
other external factors can affect the ultimate decision, and this has 
become an increasingly important factor in Chile. 


In the case of Chile, although there has not been a major reassessment 
of the country's potential, the relative rise in mine operating costs 
against a backdrop of depressed (copper) prices and an appreciating 
currency, in recent years certainly affects the calculus of investment 
project decision-making. Moreover, an additional external uncertainty 
was introduced into the process in 1980 when Chile's new Constitution 
excepted minera} rights from private ownership, permitting only state 
concessions and thereby appearing to change the rules of the game. A 
new mining code to be completed in 1981 may allay investor doubts with 
the type of mineral concession regime it establishes. 


Exchange Rate. Chile's exchange rate has been fixed at 39 pesos to the 
dollar since June 1979, In the presence of a higher domestic than 
internationa] rate of inflation, the fixed exchange rate policy implies 
an appreciation in the inflation adjusted or parity exchange rate. This 
has made the fixed rate policy a controversial issue in economic and 
commercial circles. Critics read Chile's large trade deficit and higher 
rate of inflation as signals of the need for a devaluation which would 
undo the appreciation in the parity exchange rate, encouraging exports, 
discouraging imports, and thereby reducing the large trade deficit. 

They consider the government's fixed rate policy an anti-inflation tool 
which competitively disadvantages import competing and export sectors. 


What is important when considering the prospect for nominal exchange 
rate adjustments is the fact that the Chilean government appears con- 
firmed in its view of the appropriateness of the fixed exchange rate 
policy by the unfortunate experience with the last devaluation, in June 
1979. This was followed within three months by an inflationary spurt 
which cancelled out the nominal devaluation. While marked progress is 
being made toward eliminating the domestic vs. foreign inflation 
differential; the foreign capital inflow continues; and substantial new 
export investments are impending, it seems unlikely that the government 
wil] be forced to risk a repetition of its last experience with devaluation. 


COMMERCIAL IMPLICATIONS FOR THE UNITED STATES 


Under a free market, free trade economic model, Chile's imports have 
more than tripled in value in just four years, from $1.7 billion in 1976 
to $5.8 billion in 1980, Although the pace of growth should slow in the 
early 1980's, Chile should remain one of the world's fastest-growing 
import markets, 


This bodes well] for U.S. exporters, who in 1980 had a 27 percent share 
of the Chilean import market, export sales at a CIF value of nearly $1.6 
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billion, In 1981 U.S. sales to Chile should easily top the $2 billion 
mark. Chile is becoming an important market for more U.S. exporters in 
more product categories than ever before. 


Chile has long been a major market for U.S. mining equipment, and this 
segment should continue growing if only for replacement of operating 
machinery. Moreover, in the 1980's, entire new plants and facilities, 
some worth hundreds of millions of dollars, will be ordered, if the 
several multinational investments now under study finally materialize. 


The rebound and growth forecast for the construction sector wil] add 
significantly to demand for construction and earthmoving equipment and 
for building materials and supplies. Increased government budgets for ~ 
housing subsidies will complement this demand--for prefabrication 
equipment, technology, housing components and interior fixtures. 


Chile's trend toward agricultural specialization has increased export 
opportunities for U.S. wheat and corn especially, but also for other 
crops such as breeding cattle. refined sugar, soybeans, and rice. 


Jncreased economic activity means more products are being made, im- 

ported, exported, and moved throughout the country. Transportation 
equipment, therefore, should remain Chile's largest single import 

category for the foreseeable future, With respect to the United States, 
sales forecasts look best for commercial aircraft, smaller planes generally 
for business use, trucks of over five metric ton load capacity, and the 
broad field of materials handling equipment. 


Other sectors offering better than average sales growth are telecommunica- 
tions equipment; computers, both Jarge and small, and other office 
equipment; medical supplies and equipment; food processing and packaging 
equipment; coal; chemicals, pharmaceuticals, fertilizers and pesticides; 
air conditioning and refrigeration equipment; fishing industry equipment; 
processing machinery for pulp and paper industries; forestry and sawmil] 
equipment; plus a wide variety of consumer goods--textiles and clothing, 
games and novelties, household appliances, decorations and conveniences 
for the home, to name just a few. Hardly any product made in the USA 

need be ruled out as unsaleable in Chile during the early 1980's. 


Services generally, and technical services in particular, are another 
growth sector in Chile where U.S. firms will find more opportunities in 
the future, Chilean Government and business managers almost always 
invite proposals from U.S. firms whenever they seek consulting or other 
technical expertise in which domestic experience is lacking. Chilean 
confidence in U.S. technology and equipment performance is one of the 
strengths of our total commercial relationship upon which U.S. exporters 
can build in the early 1980's. 


The outlook for increased U.S, export gains to Chile was recently made 
even brighter. During 1980 U.S. exporters upped their share of the 





Chilean market by almost 4 percentage points to 27 percent, despite the 
U.S. suspension of concessionary financing facilities for exports to 
Chile. In a country with still-high borrowing costs, where-many pur- 
chasing decisions hinge on.supplier credit terms, the absence of con- 
cessionary financing programs placed U.S. exporters at a competitive 
disadyantage when such programs are offered by other governments. All 
Exim Bank programs, including FCIA insurance, were unavailable through- 
out the year. This restriction was lifted by an early Reagan Administra- 
tion policy move, The availability of FCIA credit insurance alone should 
help many U,S. companies increase their sales to Chilean customers in 


1981, 
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